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Federal Acquisition Regulation 16.603–2 

identification of all subcontractors, di-
visions, subsidiaries, or affiliates in-
cluded in a blended labor rate. 

(2) The contracting officer shall in-
sert the provision at 52.216–30, Time- 
and-Materials/Labor-Hour Proposal Re-
quirements—Non-Commercial Item Ac-
quisitions without Adequate Price 
Competition, in solicitations for non-
commercial items contemplating use of 
a Time-and-Materials or Labor-Hour 
type of contract if the price is not ex-
pected to be based on adequate price 
competition. 

(3) The contracting officer shall in-
sert the provision at 52.216–31, Time- 
and-Materials/Labor-Hour Proposal Re-
quirements—Commercial Item Acquisi-
tions, in solicitations contemplating 
use of a Commercial Time-and-Mate-
rials or Labor-Hour contract. 

[71 FR 74664, 74677, Dec. 12, 2006] 

16.602 Labor-hour contracts. 

Description. A labor-hour contract is 
a variation of the time-and-materials 
contract, differing only in that mate-
rials are not supplied by the con-
tractor. See 12.207(b), 16.601(c), and 
16.601(d) for application and limita-
tions, for time-and-materials contracts 
that also apply to labor-hour con-
tracts. See 12.207(b) for the use of 
labor-hour contracts for certain com-
mercial services. 

[71 FR 74677, Dec. 12, 2006] 

16.603 Letter contracts. 

16.603–1 Description. 

A letter contract is a written pre-
liminary contractual instrument that 
authorizes the contractor to begin im-
mediately manufacturing supplies or 
performing services. 

16.603–2 Application. 

(a) A letter contract may be used 
when (1) the Government’s interests 
demand that the contractor be given a 
binding commitment so that work can 
start immediately and (2) negotiating a 
definitive contract is not possible in 
sufficient time to meet the require-
ment. However, a letter contract 
should be as complete and definite as 
feasible under the circumstances. 

(b) When a letter contract award is 
based on price competition, the con-
tracting officer shall include an overall 
price ceiling in the letter contract. 

(c) Each letter contract shall, as re-
quired by the clause at 52.216–25, Con-
tract Definitization, contain a nego-
tiated definitization schedule including 
(1) dates for submission of the contrac-
tor’s price proposal, required certified 
cost or pricing data and data other 
than certified cost or pricing data; and, 
if required, make-or-buy and subcon-
tracting plans, (2) a date for the start 
of negotiations, and (3) a target date 
for definitization, which shall be the 
earliest practicable date for 
definitization. The schedule will pro-
vide for definitization of the contract 
within 180 days after the date of the 
letter contract or before completion of 
40 percent of the work to be performed, 
whichever occurs first. However, the 
contracting officer may, in extreme 
cases and according to agency proce-
dures, authorize an additional period. 
If, after exhausting all reasonable ef-
forts, the contracting officer and the 
contractor cannot negotiate a defini-
tive contract because of failure to 
reach agreement as to price or fee, the 
clause at 52.216–25 requires the con-
tractor to proceed with the work and 
provides that the contracting officer 
may, with the approval of the head of 
the contracting activity, determine a 
reasonable price or fee in accordance 
with subpart 15.4 and part 31, subject to 
appeal as provided in the Disputes 
clause. 

(d) The maximum liability of the 
Government inserted in the clause at 
52.216–24, Limitation of Government Li-
ability, shall be the estimated amount 
necessary to cover the contractor’s re-
quirements for funds before 
definitization. However, it shall not ex-
ceed 50 percent of the estimated cost of 
the definitive contract unless approved 
in advance by the official that author-
ized the letter contract. 

(e) The contracting officer shall as-
sign a priority rating to the letter con-
tract if it is appropriate under 11.604. 

[48 FR 42219, Sept. 19, 1983, as amended at 60 
FR 48248, Sept. 18, 1995; 62 FR 51270, Sept. 30, 
1997; 75 FR 53148, Aug. 30, 2010] 
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